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Item 2.02. Results of Operations and Financial Condition.

On October 7, 2008, Alcoa Inc. held its third quarter 2008 earnings conference call, broadcast live by webcast. A transcript of the call and a copy of the slides presented during the
call are attached hereto as Exhibits 99.1 and 99.2, respectively, and are hereby incorporated by reference.

* * * * *

The information in this Current Report on Form 8-K, including Exhibits 99.1 and 99.2, is being furnished in accordance with the provisions of General Instruction B.2 of Form 8-
K.

Forward-Looking Statements

Certain statements in this report relate to future events and expectations, and as such constitute forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995. Forward-looking statements also include those containing such words as “anticipates,” “believes,” “estimates,” “expects,” “targets,” “should,” “will,” “will likely result,”
“forecast,” “outlook,” “projects” or similar expressions. Such forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause actual results,
performance or achievements of Alcoa to be different from those expressed or implied in the forward-looking statements. Alcoa disclaims any intention or obligation, other than as
required by applicable law, to update or revise any forward-looking statements, whether in response to new information, future events or otherwise. Important factors that could cause
actual results to differ materially from those in the forward-looking statements include: (a) material adverse changes in economic or aluminum industry conditions generally, including
global supply and demand conditions and fluctuations in London Metal Exchange-based prices for primary aluminum and other products; (b) material adverse changes in the markets
served by Alcoa, including the transportation, aerospace, building and construction, distribution, packaging, industrial gas turbine and other markets; (c) Alcoa’s inability to mitigate
impacts from energy supply interruptions or from unfavorable currency fluctuations or from increased energy, transportation and raw materials costs or other cost inflation; (d) continued
volatility and further deterioration in the financial markets, including severe disruptions in the commercial paper, capital and credit markets; (e) Alcoa’s inability to achieve the level of
cash generation or conservation, return on capital improvement, cost reductions, or earnings or revenue growth anticipated by management; (f) Alcoa’s inability to complete its growth
projects or achieve efficiency improvements at newly constructed or acquired facilities as planned and by targeted completion dates; (g) unfavorable changes in laws, governmental
regulations or policies, foreign currency exchange rates or competitive factors in the countries in which Alcoa operates; (h) significant legal proceedings or investigations adverse to
Alcoa, including environmental, product liability, safety and health and other claims; and (i) the other risk factors summarized in Alcoa’s Form 10-K for the year ended December 31,
2007, Forms 10-Q for the quarters ended March 31, 2008 and June 30, 2008, and other reports filed with the Securities and Exchange Commission.
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Item 9.01. Financial Statements and Exhibits.
 

(d) Exhibits.

The following are furnished as exhibits to this report:
 

99.1   Transcript of Alcoa Inc. third quarter 2008 earnings call.

99.2   Slides presented during Alcoa Inc. third quarter 2008 earnings call.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned hereunto duly
authorized.
 

ALCOA INC.

By:  /s/ J. Michael Schell
 J. Michael Schell
 Executive Vice President —
 Business Development and Law

Dated: October 10, 2008
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99.1   Transcript of Alcoa Inc. third quarter 2008 earnings call.

99.2   Slides presented during Alcoa Inc. third quarter 2008 earnings call.
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Exhibit 99.1

FINAL TRANSCRIPT
 

Conference Call Transcript

AA - Q3 2008 ALCOA Inc Earnings Conference Call

Event Date/Time: Oct. 07. 2008 / 5:00PM ET
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CORPORATE PARTICIPANTS

Greg Aschman

ALCOA Inc - Direct IR

Chuck McLane

ALCOA Inc -EVP, CFO

Klaus Kleinfeld

ALCOA Inc - President, CEO

CONFERENCE CALL PARTICIPANTS

John Hill

Citigroup - Analyst

Michael Gambardella

JPMorgan - Analyst

Kuni Chen

Banc of America Securities - Analyst

David Lipschitz

Merrill Lynch - Analyst

Mark Liinamaa

Morgan Stanley - Analyst

Sophie Spartalis

Macquarie - Analyst

Jorge Beristain

Deutsche Bank - Analyst

John Redstone

Desjardins Securities - Analyst

Sayan Ghosh

Citadel - Analyst

Anthony Rizzuto

Dahlman Rose - Analyst

Oscar Cabrera

Goldman Sachs - Analyst

PRESENTATION

Operator

Good day, ladies and gentlemen, and welcome to the third quarter 2008 Alcoa earnings conference call. My name is Stacy, and I will be your conference moderator for today.
(OPERATOR INSTRUCTIONS). As a reminder, this conference is being recorded for replay purposes. I would now like to turn the presentation over to your host for today’s call,
Mr. Greg Aschman, Director of Investor Relations. Please proceed.

Greg Aschman - ALCOA Inc - Direct IR

Thanks, Stacy. Good afternoon, everyone. Thank you for attending Alcoa’s 2008 third quarter analyst conference. At today’s conference, Chuck McLane, Executive Vice President and
Chief Financial Officer, will review the third quarter financial results. Klaus Kleinfeld, President and Chief Executive Officer, will highlight the current market conditions.
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Before I turn it over to Chuck, I would like to remind you that today’s presentation contains some forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. Alcoa’s actual results or actions may differ materially from those projected in the forward-looking statements. For a summary of the risk factors that could cause
actual results to differ materially from expectations, please refer to Alcoa’s Form 10-K for the year ended December 31, 2007, and Forms 10-Q for the first and second quarters of 2008
and other reports filed with the SEC.

In our discussion today, we have also included some non-GAAP financial measures. You can find our presentation of the most directly comparable GAAP financial measures calculated in
accordance with generally accepted accounting principles and our related reconciliation on our website at www.alcoa.com under the “Invest” section. At this point, let me turn it over to
Chuck.

Chuck McLane - ALCOA Inc - EVP, CFO

Okay. Thanks, Greg. Before I move on to the financials, let me first give you a brief synopsis of industry fundamentals and the current business environment. The third quarter saw a drop
in LME aluminum prices of nearly $1,000 a ton from a high of 3,271 on July 11, to a low of 2,377 on September 30. In fact, from the end of the second quarter to the end of the third
quarter, the price dropped nearly $700, the largest quarterly price decline ever.

The move was generated by a host of factors. Specifically, the flight to liquidity during the financial crisis, the weakening end market fundamentals and subsequent inventory builds and
the strengthening of the US dollar. During this downturn, several of the raw material input costs have continued to rise and we have yet to realize the full impact from lower energy prices
and the stronger US dollar in our cost structure. With that as a back drop, let’s review the financial results.

Earnings for the quarter were $268 million or $0.33 per share. Included in those results were restructuring charges of $29 million or $0.04 per share which were primarily associated with
the idling of the Rockdale smelter. Sequentially, currency translation was a negative impact of $52 million, or $0.06 per share, which is essentially non-cash in nature. The single biggest
contributor to the currency decline in this quarter arises from the depreciation of the Real to the US dollar against an intercompany loan in Brazil. You may remember in the second
quarter that we had a similar phenomena, albeit in a different direction. In the second quarter, the US dollar depreciated and we had a favorable impact of $49 million in currency
translation.

Revenues in the quarter were $7.2 billion down from the second quarter revenue of $7.6 billion and up from the third quarter 2007 revenue of $6.5 billion, excluding divested businesses.
Higher sequential input costs of $52 million comprised of coke, fuel oil and electricity continued to compress margins, albeit at a slower rate than the first two quarters. Debt-to-capital
stands at 36.3%. Net debt-to-capital, including cash, stands at 34.3. Lastly, return on capital stands at 11.5% excluding growth investments.

Before moving to the income statement and the normal bridges that we review, let’s revisit the first six months of the year on the next slide. Last quarter, we explained that higher metal
prices in the first half of 2008 as compared to the first half of 2007 were more than offset by increases to energy, raw material costs and the depreciation of the US dollar. Since that time,
our competitors in the aluminum industry have released their results. As you can see, everyone in this sector struggled with significant input cost increases in the first half of the year.

Why the compression? Turning to the next slide, you will see the underlying reason for the increased costs as they continued into the third quarter. On a year-over-year basis, coke,
caustic, fuel oil and natural gas were up between 40% to over 100%. I will note that these are market prices and may differ from our actual cost increases but they do give you an idea of
both the trend and magnitude of escalation. With that said, I can assure you we don’t take solace in the fact that everyone is experiencing the same type of pain. Our emphasis on what we
can do to offset the compression and improve margins from internal benchmarking to external benchmarking to alternate sources and substitution of materials to contracting our capacity
to match the economic environment in all of our businesses, we will leave no stone unturned in order to remain competitive in this difficult environment.

Let’s now move on to the year-over-year bridge. You may remember that in the third quarter of 2007 we sold our interest in Chalco and realized a significant gain. In addition, we took
several restructuring charges and also incurred the last cost from Alcan offer. Once you exclude these gains and losses, which net out to 218 million, you will see that our profit declined
from $340 million in the third quarter of ‘07 to $298 million in the recent quarter or from $0.39 a share to $0.37 a share. LME prices improved results by $145 million, but were more
than offset by the previously described raw materials, energy and currency costs.
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As you can see, we have been successful in mitigating a portion of the margin shortfall by enhancing our product mix and our downstream and midstream businesses, bringing on new,
low cost volume in Iceland and reducing both operating and administrative costs. In addition, our run rate on taxes also declined and contributed $50 million. As I said earlier, we are not
simply accepting the increases, but we are constantly acting to improve profitability despite the challenging environment. Let’s now move to the sequential income statement.

Let me point out three lines on the income statement. The first is cost of goods sold as a percent of sales. The increase to this ratio relates to the previously described escalation in input
costs. I’ll next point to the tax rate of approximately 25%. The rate is lower in the third quarter primarily due to the annual operating rate taking it down to 28%, which is what you should
use and anticipate in the fourth quarter. Lastly, the other income expense line shows an unfavorable change of 114 million. The primary contributor relates to the translation impact from
currency which we previously discussed. Let’s move to the sequential bridge.

On a sequential basis, profitability was down from 539 million to 298 million. Prices lowered profits by 98 million while input costs, energy and currency reduced earnings by $97
million. In last quarter’s guidance we provided the following. An Apache impact of $45 million. The actual loss of $27 million was lowered due to an insurance recovery of $18 million in
the period, a Rockdale impact of a negative $22 million. The actual loss was 16 was slightly lowered due actions taken around cost containment. We also provided that flat roll was going
to have a seasonality impact of $19 million and Engineered Products and Solutions would have a seasonal impact of $47 million.

These seasonal effects were worsened by the weaker than expected market conditions. For example, the North America auto production is set to hit a 15-year low with a 14% drop year-
over-year. European auto production was down nearly 20% sequentially. The last five years saw North America Class A trucks increase 5% on average in the third quarter, yet this year
they experienced a 13% decline. And finally, we started to see the credit and general economic troubles hit the commercial building and construction market in both North America and
Europe. Lastly, with this slide, it’s important to note that volume and lower operating administrative costs improved profits $53 million.

Let’s now move to the segments. First with the Alumina segment. Production decreased slightly from the second quarter as the production disruption in Point Comfort from Hurricane Ike
was partially offset by record production levels at San Ciprian and Pinjarra. Profit in this segment increased 8% or $16 million. The sequential negative impact from the Apache gas
outage was $9 million, including the insurance recovery.

Higher caustic and fuel oil costs reduced profitability by $16 million and those increases were more than offset by the favorable impact of a strong US dollar which drove a $29 million
improvement in cost. Looking to next quarter, we anticipate lower pricing and higher caustic costs but we would also anticipate favorable economic currency benefits based on current
rates. In addition, the fourth quarter sequential impact from the Apache settlement should benefit profits by approximately $15 million. Moving to the Primary segment.

The slight decrease in production is totally attributable to the curtailment of our Rockdale smelter. In June we idled three of the plant’s six operating pot lines representing approximately
120,000 tons due to ongoing local power supply issues. The facility was then left with the reduced capacity in the face of falling prices and higher costs. Unfortunately, the cumulative
effect of operating only half of the smelter, well-known issues regarding the cost and long-term reliability of the power supply in Rockdale, and current market conditions has forced us to
make the difficult decision to idle the remaining three lines representing 150,000 tons. Profitability for the segment fell to $297 million on lower prices and higher input and energy costs.
These reductions were partially offset by the ramp-up in efficiencies in Iceland of $14 million and the strengthening of the US dollar. Realized prices for the quarter decreased from
$3,058 to $2,945 per ton, or $113. The LME 15-day lag was a $28 a ton decrease, but the LME cash price decreased $153 a ton.

There are basically three factors that led to our decline. Lower premiums, a less favorable product mix and, as a result of that, a higher percentage of P1020 with sales, therefore, more
closely related to cash prices. Looking forward, the current cash price of approximately 2,250 is a precipitous decline from the third quarter average. Meanwhile, several input costs, most
notably carbon products, are continuing to see market increases yet the strength of the US dollar would benefit the current cost structure.

Moving to Flat-Rolled Products segment. On our last call we told you to anticipate a seasonal decline in this segment of 30% to 35%. Since that time, markets both here and in Europe
deteriorated. Automotive, commercial transportation, building and construction and distribution all declined. So what was anticipated to be a seasonal decline was exacerbated by the
weakened end markets. As a result, profitability declined in this segment by $26 million. The current view is that market weakness will continue into the fourth quarter.

Moving to the Engineered Products and Solutions segment. Once again Engineered Products and Solutions posted quarterly record profits, increasing 23% over last year. Similar to Flat-
Rolled Products, this business encountered pronounced seasonality. On our last call we told you to anticipate a seasonal decline in this segment of 25% to 30%. Automotive and
commercial transportation markets have seen accelerated weakness and drove slightly lower profits than the guidance would have indicated.
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As many of you know, our automotive exposure is heavily leveraged to the big three and their collective production is running at nearly a 25% decline from last year. Additionally, North
American Class A truck builds experienced a double-digit decline. In aerospace, destocking issues continue with uncertainty of newer platform build rates while we’ve also seen a
decrease in spares demand driven by jet fuel prices, particularly in North America. Looking ahead, weak market conditions are expected to persist in automotive and commercial
transportation; however, the IGT market continues strong with the industry hitting capacity constraints.

Now let’s move on to the cash flow statement. For the quarter, cash from operations was $325 million, excluding the pension contributions. Working capital days were up slightly from
the previous quarter as the businesses adjust to the revised levels of demand, yet those working days were still 3.8 days better than the year-ago quarter. We repurchased $477 million or
15.1 million shares in the quarter. That brings the total repurchases to approximately 12% against our authorized level of 25%. We have suspended share repurchases at this point due to
the significant volatility in the business environment.

CapEx in the quarter stood at $877 million. Non-growth CapEx dropped 20% from last quarter and we are implementing a strategy to stop all non-critical CapEx at this point. The Sao
Luis and Juruti expansions will continue and will be completed. To slow these projects at this point would mean hundreds of millions of dollars in incremental costs. Many people have
previously questioned our capital structure and target debt-to-cap range as being too conservative. We always offer the same response, that we operate within a 30% to 35% range in order
to either be prepared to grow or be prepared to handle a significant downturn were it to occur and that philosophy is certainly serving us right now.

In addition, we have also taken a measured approach over the last two years at strengthening our liquidity position as you will see on the next slide. We issued notes in January of 2007
and July of 2008. The January 2007 transactions essentially doubled the average life while maintaining the same weighted average price and the July 2008 transaction extended out
average life nearly a year. As you can see on the top right, our maturity profile extends over a long-term horizon and our 2009 maturities are minimal. From a cash and liquidity
perspective, Alcoa continues to have successful access to CP markets. Average CP maturity at quarter end was 27 days. During the second half of September, we successfully issued CP
with maturities into October, November, December, and January.

Since September 15, we have issued CP with weighted average tenure of one to five weeks. In October our CP issuances have a two-week average tenor and spreads to LIBOR in the 175
basis point range and, lastly, we are backed by an attractively priced 3.3 billion revolving credit facility which matures in October of 2012. So to summarize, volatile financial and
commodity markets along with weak macroeconomic conditions and end markets are presenting significant challenges. We are committed to manage through this downturn while taking
every opportunity to position ourselves for the future. I’d now like to turn the presentation over to Klaus.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Thank you very much. Just a few words about third quarter and what’s ahead of us before I go into the presentation. Our business performed reasonably well despite severely weakened
end markets and a rapid deterioration of aluminum prices. The after tax operating income of the four major businesses was $633 million, almost exactly in line with the combined results
of those same segments in the third quarter of last year. Both primary metals and engineered product segments achieved higher profits than in the third quarter of 2007 despite a
significant run up of raw material and energy costs and the lowest built rates in recent memory for automotive and commercial transportation.

Looking forward, we expect more serious impact from the softer end markets and the margin squeeze. The aluminum price has dropped nearly $1,000 per ton over the last 60 days.
Spreads have tightened both for our customers and the customers of our customers causing demand to decline further. In addition, the credit crunch has forced those seeking liquidity to
sell metal, driving a rapid rise in low inventories. Despite all this, we’ve managed to drive higher profitability from our Alumina segment on our sequential basis and the Engineered
Products segment achieved the strongest third quarter ever. We will continue to manage for the downturn and take aggressive actions to be well-positioned when the market recovers.

When I spoke last to you three months ago I outlined the weakness that we saw in several of the North American end markets. I also explained that Europe was holding up somewhat
better. China was still growing quickly. Most analysts expect a 20% annual growth in aluminum consumption there. Well, the world has changed since then.

At this point, we are forecasting that all of our North American end markets will decline compared to 2007. Tighter credit markets, economic uncertainty, job losses have drastically
reduced consumer appetite for new vehicles. Annual automotive production in North America is now forecast at 13 million vehicles, that’s a 14% decline from last year and the lowest
build rate in 15 years. Even worse for the big 3, a 23% decline from 2007.
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Let’s turn to Europe. For the last three months the picture has changed quite a bit. On automotive, we now forecast flat build rates year-over-year in contrast to the 3% growth rate
projected earlier in the year. Eventually, higher fuel efficiency standards in the US and in Europe will drive more aluminum content in cars and light trucks but the short-term picture is
not promising, and given the current uncertainty, there are most likely more risks to the down side. The heavy truck and trailer market in the US is substantially off its peak. Build of
Class A trucks will be roughly half of the peak in 2006. Given the weaker US economy, fleets have sufficient trailer inventory to cover immediately demand. And tighter emission
standards should have resulted in an upswing, but we see that those investments are getting pushed out. Annual trailer build rates are, therefore, running below 150,000 units, down about
35% from last year.

Commercial building and construction has now begun to see the effects of the credit crunch. Leading indicators, such as architectural buildings, have hit historic lows in 2008. In southern
Europe the commercial building has been weak for some time and that malaise has now spread to most of the continent. Let’s move on to global aerospace market.

Overall, the market is showing some resilience. New builds are up approximately 8% but air travel miles have stagnated and the number of planes idle has reached the level that we last
saw after September 11. The airlines are cutting capacity to deal with lower demand and higher fuel prices; therefore, the spare market is beginning to tail off as well. On a positive note,
power generation markets remain strong with growth rates of 15% to 30%, depending upon the region. Despite any industrial economic slowdown that may be occurring, the power
infrastructure needs will continue to drive growth. So how do these end markets affect aluminum demand?

Let’s sum it up. China will grow about 15% this year, down from the previous forecast of 22%. The deceleration alone accounts for approximately 1 million tons and low demand. Brazil,
the rest of Asia, and the CIS states will continue to grow. The size of those markets, as you can see here on that graph, is not large enough to offset the declines in the more mature
markets in the US and in Europe. All in all, we project 6% global growth for this year, down 2 percentage points from our previous projections.

As we’ve seen global consumption growth slowing, aluminum inventory levels have increased in absolute as well as in the consumption turns. The LME inventory levels increased over
200,000 metric tons in September alone. Furthermore, aluminum prices have declined significantly, about $600 per metric ton between July and September. In fact, decline of 10% in
August was the second highest one month decline in the last 16 years. All of this has been reinforced by speculators liquidating their LME positions as they needed additional liquidity.
Days consumption have increased nearly three days over the last year to 29 days as of the end of August. Let’s not forget, I mean, the inventory level still is relatively low. Not long ago,
late in 2003 it was at 49 day level.

What’s the main message here? Once demand picks up again the inventory will act as a buffer until you see the fully reflected in the pricing. So much about the demand side. Let’s go to
the supply.

At the current level, approximately one-third of global aluminum capacity is under water and that estimate already assumes on that curve that you see on this graph here depicted as 2008,
input costs and energy costs will ease somewhat so that the cost curve will flatten a bit which is reflected here in that graph already. In our industry it is always important to carefully
review smelter by smelter the incremental production costs, specific energy situation together with other operational factors. In the current environment it’s acutely critical. As there are
costs to exit and re-enter production, these decisions often do not come immediately. If you sum this all up, equilibrium of inventory, supply and demand will most likely not occur
immediately. Our most recent evaluation led us to last week’s decision to curtail our Rockdale, Texas smelter. The unreliability of local power supply had squeezed its margin.

On the short-term, inventories have grown and consumption growth has slowed but the longer term perspective is positive. Market indicators reflect an optimistic view on aluminum.
Even with the recent price erosion, the long-term kind of five-year pricing outlook has not dropped nearly as much. In fact, let’s just compare it with where we were last year, it reflects a
23% increase over the forward curve at this point last year. As you may be aware, the LME is now trading at 10-year contracts also and it is important to note the market values those
contracts at nearly 40% higher than today’s price. We totally share the market view. The industry prospects are good in the medium term and the current situation requires immediate
action.

At Alcoa we have more than a century of experience managing through economic cycles and to position the company well for the future, and that is why we’re taking decisive action.
Curtailing our Rockdale smelter was necessary. We will continue to monitor the situation in the markets and act accordingly. In general, actively reviewing our portfolio as we also have
done in the recent past, will continue to be a part of our toolbox. At the same time, we will adjust overhead and production capacity to match the current market conditions. And, difficult
economic times also offer opportunities to take a fresh look at the competitive landscape. Rest assured, we will use every lever possible to enhance our competitiveness, capture market
share and deliver greater shareholder value.
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We are also addressing the cost side through many actions. One important cost block lies in procurement. We are aggressively going after those opportunities. The rapid rise of some input
costs need to be stopped. We’ll consider all options to create value, even if it requires backward integration. We’ve also been quite successful in repowering our smelter assets. I reported
on this before, if you remember. Now in July we extended the power contract for our Wenatchee smelter, giving us competitive power through 2028. We will continue to forge ahead on
this front. To enhance liquidity, we are stopping all non-critical capital spending and we are suspending our share repurchase program. We have moved back the average maturity of our
debt and maintain high levels of cash on hand. So we face minimal obligations in the near-term. These initiatives and many others enable Alcoa to be well-positioned through all
economic cycles.

While we currently manage through the downturn, the longer term trends, such as population growth, urbanization, drive for greater energy, efficiency and so on, will offer massive
opportunities. But today, let me share with you some more short-term opportunities to create value. First, our smelter in Iceland, it’s already today contributing nicely to the bottom line.
Over the last two quarters we have also been able to further ramp up the output and best of all the smelter is now producing the highest quality metal we have in our whole system. This is
exactly what we expected when we commissioned this project. Over the coming two years, we will lower our conversion costs by additional 17% and we expect to creep up production by
30,000 metric tons. With this, Iceland is projected to contribute an additional $170 million in EBITDA by 2010.

As you know, we are also developing a new bauxite mine in Brazil in Juruti and we are expanding the Sao Luis alumina refinery. These investments will total nearly $2.2 billion. Juruti
will provide high quality bauxite and the Sao Luis refinery will move down on the refining cost curve to near the lowest decile. These are both steps, the projects have not been without
difficulty, but work is progressing well. We are confident that we can start both projects up in 2009. By 2010 we expect the incremental contributions to be $80 million EBITDA for
Alcoa. As the production becomes more efficient, the EBITDA will increase significantly.

As you are well aware we have a leading position in markets such as aerospace, power generation, automotive, and we talked about those already. One industry which we have not talked
about is can sheet. We’ve had a particularly long-standing leading position in this market and our history in the North American market has yielded benefits internationally. As countries
develop, their can consumption grows. Countries like China and Russia are growing substantially and we invested there. We expect to grow our can sheet volumes in those countries by
more than 30% until 2011 and we will, in addition, be able to reduce our overall costs of the whole business by using more recycled aluminum. Additionally, our pricing caps expire by
the end of 2009. All of this combined will add $300 million to Alcoa’s EBITDA in 2010.

This month Alcoa celebrates its 120th anniversary and I would like to give you a brief summary of my first five months here as a CEO. We’ve laid out three strategic priorities, profitable
growth, disciplined execution, leveraging the Alcoa advantage. Each business has conducted rigorous review. They have analyzed on a short as well as on a mid—term perspective the
competitive advantage and how to achieve stronger returns. We benchmarked each business to understand our competitive position well and set aggressive profit and growth targets. For
each of the businesses we have been looking at all opportunities to create value. Reducing costs, driving best practice, increasing asset efficiency, developing new avenues for profitable
growth.

Last week, we completed the second CEO level review of those plans. I was encouraged to see very concrete sets of actions and programs for improvement really by all businesses, and
particularly to see the strong commitment from all the teams. At the same time, we made sure that the resource units are aligned. They are in the process of detailing how they will deliver
value given those plans outlined by the businesses. We also established a set of methods to speed up implementation and get faster from idea to cash. All of that is good, particularly as we
now face additional challenges through the economic downturn. I’m glad that we entered this period having done our homework well. We have a thorough understanding of how we can
and will create value and a shared commitment to deliver it. With that said, the lines are open for questions.

QUESTION AND ANSWER

Operator

(OPERATOR INSTRUCTIONS). Your first question comes from the line of John Hill with Citi. Please proceed.
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John Hill - Citigroup - Analyst

Hello and thank you for the detailed presentation, as always. I was wondering if you could provide a bit more commentary on the currency impacts. There’s a lot of numbers in the release
and the presentation, if you could sort out between the economic impact and the currency translation impact and there’s a 45 number, a million number on the bridge, there’s a 52 headline
and there’s a 90 million in other income, so if we could sort out those numbers in economic versus non-economic that would be great.

Chuck McLane - - ALCOA Inc - EVP, CFO

Okay, John, this is Chuck. I think quite simply that you look at the 52 totally from a translation standpoint and to try — and the 45 would have both economic and translation in it. But to
give you a little understanding of why it goes that way, I mean, you would in essence intuitively think that as the US dollar strengthens it’s going to be positive for us and on an economic
basis it is. In fact, many of these jurisdictions have average costs and as time goes on, the costs will get even lower on two bases, what’s already taken place as far as the strengthening of
the dollar and what’s continuing to take place so you will see the economic benefits increase. On the currency translation side, it’s a little bit different because it takes into consideration
all the balances at all the plants as well as any intercompany loans and we have intercompany loans between us and Brazil. That’s obviously a dollar loan on their books and as the Real
depreciated it obviously hurt from a translation standpoint. So we’re trying to isolate the amount that has to do with translation and we did that last quarter as well.

John Hill - Citigroup - Analyst

Great. Thanks for the color. I know there was a lot of detail there. And then lastly, just as a follow-up, turning to flat rolled and some of the opportunities through 2010, is the company
still confident that Russia can make a meaningful contribution to that? I mean, the Russian mills have taken a lot longer to contribute, costs have been ratcheted up as scope has changed,
the benefits have stretched out and are we here to call this an unequivocal success or how should investors judge that and what kind of contribution do you expect?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Well, John, obviously the markets also are slowing down in Russia, but we continue to be confident that on the longer term we will see a good profitability and a bit of that you saw on the
canned sheet side already. I mean because you have to put this whole thing in perspective. We have some very, very unique assets there. I mean, we are the only canned sheet
manufacturer in Russia. We have the world’s largest extrusion press and can do things for certain markets that nobody else can do. And the good thing is also operationally we have been
hitting quite a number of good milestones on the side of capital investments, I mean, being now done. I mean, we are through with about 90% of the equipment installation, 70% is up and
running, so this is all progressing really well and obviously once it’s up and running, we can finally make revenues with that and that took quite a while to get there.

We also, on the quality side, this is getting much better, the feedback that we are hearing here from our customers on that end is very, very positive. The same thing by the way is true
when you look at the Aerospace sheet market, I mean, we are now able to produce, I mean, Western Aerospace grade plate over in Belaya Kalitva which is accepted by the big ones and
will also be accepted by the United Aerospace Association. All of that is good. I mean, obviously things have been a little rough. I think we’ve talked about that. But our mid term view
maintains to be positive.

John Hill - Citigroup - Analyst

Great perspective. Thank you.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Thank you, John.

Operator

Your next question comes from the line of Michael Gambardella with JPMorgan. Please proceed.
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Michael Gambardella - JPMorgan - Analyst

Yes, good afternoon. In hindsight, I guess, not I guess, you did make a great trade on the Chalco position but in hindsight it looks like the $1.2 billion that you put in with Chinalco, you
must have written that down quite a bit and could you talk about what are your commitments in that transaction? Do you you have to fund any more? And can you get that money out at
this point? And how much have you written it down?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Well, Michael, good question. I mean, look, I mean, we talked about that before. You know our view on that. Obviously, nobody was expecting this sharp change that we have. I think — I
address also in my presentation, I think in today’s times, hope we can look back to that rather sooner than later and say, hey, we should have had a calm hand here at the rudder. The long-
term view even in the market as you see is positive and maintains to be positive. So — and I think that also explains our view on this investment. In addition to that, I think it has allowed
us to stay very, very close to Chinalco and pretty much be the only ones in China in our industry that are invested really in China and are part of that system and we are in active dialogue
with Chinalco as we evaluate any further actions. So time will tell. On your second part of the question, mark-to-market, or what happens to the investment, have we written it down, it
gets marked-to-market but it doesn’t go through the income side.

Michael Gambardella - JPMorgan - Analyst

How much has it been written down from the $1.2 billion?

Chuck McLane - ALCOA Inc - EVP, CFO

About half, Mike.

Michael Gambardella - JPMorgan - Analyst

And are there any commitments on your part to fund any more in there or not?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Look, I mean, you know what the situation is. I mean, we have been allowed by the Australian authorities to bring the share up to 14.9% and I mean, let me leave it at that.

Michael Gambardella - JPMorgan - Analyst

Okay. Thank you.

Operator

Your next question comes from the line of with Kuni Chen with Banc of America Securities. Please proceed.

Kuni Chen - Banc of America Securities - Analyst

Hi, good afternoon, everybody. Just an industry question. If you go back to your slide on the global cost curve where you show about a third of world capacity under water at this point,
what points — what do you think is the appropriate timing lag before you start to see more of these capacity closures in the industry, particularly if you’re someone with $2800 or $3,000
per ton costs?
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Klaus Kleinfeld - ALCOA Inc - President, CEO

That’s the $1 billion question that the whole industry is asking. And — I mean, that’s why I didn’t only show this chart, I also showed the other chart which shows the build-up of
inventory. Obviously what you have here — and I also went into the demand side. I mean, you obviously have to see like in classical old macroeconomics, how are those things moving
against each other. On the demand side, if things would calm down, which are today probably after last week, looks like unrealistic but who would have thought we are at this point in
time when we last spoke together. So I think you always really have to put it in perspective.

There’s going to be a lag time until decisions are made and those lag time is determined by the true cash cost that people will be seeing, subtracted from it the cost of closing and the cost
of re-entry and those numbers can actually be reasonably high. So people will continue for a while to cling on there. Then once they decide, I mean, this market — if prices stay at that
level, once they decide, you still have the buffer, the inventory buffer until it really starts hitting the price levels. But frankly, I mean, my view on that, I mean, if the whole world doesn’t
come to an end and it sometimes feels like it but I don’t think it does, then we should continue to see quite a bit of demand.

Just look at the projections from what we’re seeing from China. I mean, even — we always talk things down, yes, but at the same time, when you discuss with the people in China what
do you believe is going to be the growth rate this year, I mean, the people say yes, it’s going to be one digit growth rate and then you’re getting voices that are saying, well, I mean, it’s
going to be between 9.3% to 9.7% and the most negative ones are at 8% and there’s lots of arguments for that. So I think we really have to cautiously look at that and I think that’s also the
reason why the forward curve, the LME forward curve, is substantially higher than it was one year ago.

Kuni Chen - - Banc of America Securities - Analyst

Okay. Thanks. And just a quick follow-up, when I look at your capital spending plans going forward, obviously last couple years capital spending has outpaced cash from operations, so
obviously we can take different views on metal prices for next year. But can you give us some view on how those pieces should balance out over the next couple quarters, should we
expect capital spending to be down sharply next year?

Klaus Kleinfeld - ALCOA Inc - President, CEO

I would be happy to run you through that. I think the first thing you have to see is that we are in this situation that there has been quite a bit of capital investment and that’s why I showed
you some of those investments like in Iceland and I showed you also what returns we are getting from that. The priority number one clearly is bring those capital investments onto the
system and get respective profitability out of it and we’re talking about Iceland, I think I showed you that. We’re talking about Sao Luis and Juruti. I showed you a bit of that and I sure
hope that there’s going to be more. We have talked about Russia. We need to make sure that those investments will return.

We talked about China. We have the China Bohai plant coming online now and starting to return money. We talked about some investments in Brazil - Estreito - in hydropower. We talked
about some investment in Warrick, which is mainly environmental but where we also will get — where we get some additional returns.

Main priority is that the capital we put in there, make use of it and get the returns out. That’s why we’ve also said we are not — I mean any non-critical capital investment we will not do
at this point in time. As long as we see this volatility out there, as long as we are not that clear on how exactly is the metal price moving and how exactly in parallel are the input costs
moving, we will play this really, really cautious. Chuck, you want to add something to it?

Chuck McLane - ALCOA Inc - EVP, CFO

Just going to add to it, just to follow up on the quantification, all of those projects that Klaus was talking to are essentially complete by the end of this year with the exception of Sao Luis
and Juruti which will be complete by mid-year next year. So when you’re looking at us from a growth project standpoint, and all those projects that had been going in, we’re toward the
tail end of finishing and completing those projects.

Kuni Chen - Banc of America Securities - Analyst

Okay. And how much CapEx with Brazil continues into next year?

Klaus Kleinfeld - ALCOA Inc - President, CEO
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I would say our net exposure is about $500 million into the first half of next year.

Kuni Chen - Banc of America Securities - Analyst

Okay. Great. Thank you.

Klaus Kleinfeld - ALCOA Inc - President, CEO

You’re welcome.

Operator

Your next question comes from the line of David Lipschitz with Merrill Lynch. Please proceed.

David Lipschitz - Merrill Lynch - Analyst

Hi, everyone. In the steel industry people —

Klaus Kleinfeld - ALCOA Inc - President, CEO

David, can you speak up a little bit so that we can hear you loud and clear and everybody else can.

David Lipschitz - Merrill Lynch - Analyst

How’s that?

Klaus Kleinfeld - ALCOA Inc - President, CEO

That is much better. Thank you.

David Lipschitz - Merrill Lynch - Analyst

Sure. In the steel industry people have talked about cutting production and things like that. I know you took Rockdale offline. Is there any thought of the global players doing something
similar over the next six months as the Chinese hasn’t cut as much as potentially they should be where their cost structure is?

Klaus Kleinfeld - ALCOA Inc - President, CEO

David, that’s another one of those 100 billion questions I would say, and that’s really hard to answer. Really hard to answer. I mean I think I put all the factors that go into this in here and
the rest we will have to see. I mean, when you go to China, I mean the situation is even more amazing, because — I mean, if you go through a calculation of just the CRU data, I mean
you would see that — and that’s a number that’s been around by some analysts I’ve seen that, 80% of the smelters — I mean, I suppose on the order giving you 1,900 metal price at the
Shanghai exchange.

At the same time I think that does not take into account that about 65% of the smelters in China have some type of access to their own power or very specific kind of subsidized power
elements and the big question here is, is that going to continue. Is that going to continue? What we already see is that there has been less growth of production in China than what we —
what everybody has been projecting before, 10% lower than the previous expectations. But in terms of — I mean, heavy significant curtailment, I don’t think we’ve really seen that
response. I know that there is a
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substantial debate going on in China as they are thinking about how they want to change their economy going forward and to probably an economy that is less dependent on high power
intense businesses and we will see how decisions are going to go.

I mean, I do not expect at this point in time — I mean, China to be a net importer. In fact, if you look at the facts, China has been — a net exporter, excuse me. If you look at the facts,
China has been a net importer in August but it was very small amounts. But so my projections it’s rather going to be in balance and the rest we’ll see. And the same thing holds true for
other competitors.

David Lipschitz - Merrill Lynch - Analyst

Would you — I mean, would you consider taking a lead and saying beside Rockdale, taking anything else offline just say, hey, we’re going to try to stabilize this market?

Klaus Kleinfeld - ALCOA Inc - President, CEO

I think that we are looking at our smelters, as I said, I mean, and we’re looking at the specificity of the smelters, we’re looking at opportunities also in terms of are there power sales
opportunities for instance, if we have our own power and we will evaluate that as we go.

David Lipschitz - Merrill Lynch - Analyst

Okay. Thank you.

Operator

Your next question comes from the line of Mark Liinamaa with Morgan Stanley. Please proceed.

Mark Liinamaa - Morgan Stanley - Analyst

In your taking decisive actions slide you mentioned reviewing product portfolio with the end market segment and then capturing procurement opportunities even if you have to backward
integrate. Could you give any more detail on those?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Yes, well, I mean — let me start with the first one, with the review product portfolio. I think I reported a little bit about you have to see the three priorities here, the three strategic
priorities and maybe this simple term of profitable growth is not really describing what everybody is and has been going through, every business has been going through. We really ask the
businesses to do a substantial review of their position and what we meant by substantial was to literally say was okay, how do we achieve, what’s the market position, how are we doing
competitively, benchmarking it competitively and also looking at what do others do differently and getting a really good understanding what is the fundamental underlying profitability of
each of the respective segments.

And this is giving us — because we have just been going through the exercise through the whole company, so it gives us a very, very good overview not just on the short-term but also on
the midterm, how is the underlying industry profitability of the respective businesses we are in, and as we said before, I mean, we are very, very committed to making sure that the total
portfolio that we at Alcoa has maximizes the capabilities that we have. So, therefore, I just want to indicate, because I know that question is out there with many having spoken to many of
you in the last month that you should absolutely be aware we consider all tools and an active review of the portfolio is certainly one of those.

Mark Liinamaa - Morgan Stanley - Analyst

Okay. And the backward integration opportunities?

Klaus Kleinfeld - ALCOA Inc - President, CEO
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On the purchasing side, Mark, I think Chuck gave a little bit of color and I did, too. I mean, as you see, one of the problems that we have been hit with over not just the last quarter but
pretty much over the last year is that the margin squeeze happened at that — I mean, the margin squeeze you would say then, metal price was running up to 3,200 and the absolute margin
was going up but the relative margin was shrinking. Why? Because of the things that Chuck showed in his presentation. Because we had a lot of very substantial input costs, energy being
one, caustic being another, coke being another that had increases in there that were insane and we were not able to manage that down. So we have taken a very serious look at that and
said well, look, how is it possible that we as one of the largest consumers of some of those entities cannot get a more substantial reduction or less high increase out of those markets.

And so that’s what we’re doing and we actually said — this is way away, I mean, we’re talking here of something that is way outside of the normal purchasing discussion where you sit in
front of a supplier and say I want a better price and the supplier says no you don’t get a better price. We’ve done that. I mean, and we’ve done more than that. So we have to really be
smarter than that and also consider some non-conventional ways, how to act with procurement.

One of those I mentioned before, I mean, if you have a market that is going up more than 100% you wonder how can that happen and typically it happens because you see a concentration
of market power on the other side. The only way or one way to break through that is if you develop your own assets in that category. That’s what I meant when I said we also consider
backward integration and there are some very, very smart and reasonably easy to execute ideas around that, also not necessarily on our own but together with some partners and that’s
what we are — that’s the avenues that we’re pursuing. Chuck, you want to add anything to that.

Chuck McLane - ALCOA Inc - EVP, CFO

I mean, it takes a host of different factors. It could be changes in specifications, can you use different materials? Is there a different way — the days of three bids in a cloud of dust are
basically gone when you’re dealing with the kind of commodities that we are, so maybe a joint venture, a percent interest, sourcing from non-traditional sources of countries. We’re
looking at a host of different options to try to lower our overall costs.

Mark Liinamaa - Morgan Stanley - Analyst

Just quickly, is there any updates on the power contracts in Spain and Italy? I’m done after that.

Klaus Kleinfeld - ALCOA Inc - President, CEO

After I’m done with this conference call, actually go to the airport to go over to Spain and we’re working on it. I mean, let me put it that way. And we’re making good progress, but this is
not — first of all, it’s not entirely also in our hands but it’s also not entirely in the hands of our partners. It’s a pretty complicated situation over there in Europe. So — but I’m reasonably
optimistic that we will find a way to sort this out for Spain particularly.

Mark Liinamaa - Morgan Stanley - Analyst

Thank you.

Operator

Your next question comes from the line of Sophie Spartalis with Macquarie. Please proceed.

Sophie Spartalis - Macquarie - Analyst

Just wanting to follow up on the capital spending question that you answered earlier. If we were to look at the level of capital intensity required for aluminum projects, the market is
clearly undervaluing this today. If you could just explain to me how and will you be able to justify spend over the next two to five years for your brownfield and greenfield projects and
then just further looking at the expansion projects that you had
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flagged, such as the Wagerup expansion, further expansions at Brazil and then also Guinea as well. And then just as a second question, if you could just clarify what the insurance
received was for the Alumina business, please.

Klaus Kleinfeld - ALCOA Inc - President, CEO

The insurance for what?

Sophie Spartalis - Macquarie - Analyst

For the Alumina business, because you were saying earlier that the 9 million effect for the gas disruption included your insurance recovery, just wondering if you could clarify what that
amount was.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Okay. Fine, fine.

Chuck McLane - ALCOA Inc - EVP, CFO

The insurance recovery was around $48 million.

Sophie Spartalis - Macquarie - Analyst

$48 million.

Chuck McLane - ALCOA Inc - EVP, CFO

We don’t think that’s the end of it. Okay?

Sophie Spartalis - Macquarie - Analyst

Okay. Great.

Klaus Kleinfeld - ALCOA Inc - President, CEO

And on the first part of the question, I’m not sure whether I understood that correct. Was your question on further expansion of certain — in certain assets around Alumina? You
mentioned Wagerup.

Sophie Spartalis - - Macquarie - Analyst

Yes. You’ve spoken about how your non-critical investment won’t be occurring going forward. If you could just explain in terms of the Alumina business. If we look at the level of capital
intensity required for an alumina refinery, that clearly being heavily discounted in some of the — in the equity side, in the equities. I’m just wondering how you’re going to be able to
justify spend — capital spend in the next two to five years for your brownfield and greenfield projects in that area.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Well, look. I think that’s why I said what I said. We have on the Alumina side we have this really substantial expansion going on in Brazil. I mean, it’s — Alcoa financial stake alone is
$2.2 billion. And it’s the expansion of the Sao Luis refinery and it’s the new build of the Juruti bauxite mine. The Juruti bauxite mine, I don’t know if you remember the chart that I
showed, it’s actually — we’re going to bring it up, so that you can see
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it. It’s actually starting production with 2.6 million metric tons per annum, but the investment is — that we’ve made there, the infrastructure investment actually is capable of substantially
more, so there are potential expansions there.

At the same time, I mean, we want to take it one step after the other and first we bring this online and make good returns with that. The good news is, was — I mean, if you talk about real
future projects, I mean, we can continue to look at future projects because as I think — I said before, our mid-to long-term prospect in Alumina and aluminum is positive. And at the same
time, I mean, typically a project does not have cash needs before five years from now. So even if we were to come to the conclusion that there is something out there that we would want
to look into further, we would not — we would certainly not spend money on that right now. The clear, clear priority is get those things that we’ve put in the ground on line, make money
with it, and we’re not going to put anything else up at this point in time.

Sophie Spartalis - Macquarie - Analyst

Okay. So does that mean that the Wagerup decision I believe that was expected through 2009, is that likely to be delayed then, given what you’ve just said?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Look, I mean, Sophie, I mean, if we both would have had that conversation eight weeks ago, I mean, would you agree with me that we would have had a different view of the world at
that point in time? So let’s not speculate too much. This is not a decision that we have to take at this point in time. I mean, if we were to take it at this point in time, we would not do it at
this point but we don’t have to take it at this point in time. Therefore, it’s totally speculative and we will view it once we get there.

Sophie Spartalis - Macquarie - Analyst

Okay. That’s great.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Thank you, Sophie.

Operator

Your next question comes from the line of Jorge Beristain with Deutsche Bank. Please proceed.

Jorge Beristain - Deutsche Bank - Analyst

Hi, Klaus. Jorge Beristain with Deutsche Bank. Just if you could run me through just at a very high level what you consider your product exposure by segment to be, just specifically for
autos and aerospace.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Okay. What exactly do you want to know?

Jorge Beristain - Deutsche Bank - Analyst

Well, just at an aggregate level roughly for Alcoa, what percentage of your product do you believe ends up in the North American European auto segment for example?

Klaus Kleinfeld - ALCOA Inc - President, CEO
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On the Alcoa overall revenue side you have 22% going into aerospace, 12% going into automotive, 11% into building and construction, 8% into commercial transportation, 4% into
industrial gas turbines, 7% general industrial, 25% packaging, and 11% distribution.

Jorge Beristain - Deutsche Bank - Analyst

Thank you. And then just so I could understand, because the number that was quoted for the pending spending on Juruti and Sao Luis of half a billion into the first half of ‘09 seems light.
I mean, we’re using a $3 billion CapEx budget for you guys for next year, so I guess just concretely, could you give us the quote as to what will be the overall CapEx for next year and
maybe just breaking out these Brazilian projects and then how has your overall CapEx changed as you said as you cut sort of to the bare bones, because my understanding is you still have
roughly about a billion dollars per year or 1.2 of just maintenance CapEx to deal with.

Chuck McLane - ALCOA Inc - EVP, CFO

Well, let’s start with Juruti and Sao Luis. I said that that was our net exposure for next year. If you were to look at the AWA exposure it would be more like 800, so us looking at what
comes through on our CapEx line less the minority partner’s contribution brings it down to the 500, okay?

Jorge Beristain - Deutsche Bank - Analyst

So it would be, sorry, closer to 1.3 billion that would flow through your balance sheet?

Chuck McLane - ALCOA Inc - EVP, CFO

No, I said 800 less the minority contribution of 300 equals our net capital need of 500.

Jorge Beristain - Deutsche Bank - Analyst

Thank you.

Chuck McLane - ALCOA Inc - EVP, CFO

And our CapEx at a depreciation level was about 1.3 or 1.4, but I think I would look at it in this manner. That is, that we’re looking at every project individually and determining whether
or not in the current economic environment, anyway, whether it’s critical to keep the plant facility operating. So it’s hard for me at this point in time to give you an estimate for next year
because I think those are all being reviewed and it’s just premature. We will do that at the end of the fourth quarter.

Jorge Beristain - Deutsche Bank - Analyst

Okay. And I guess lastly, just in terms of the loss that was booked on the — or the decline in value, sorry, on the Rio Tinto stake, can you explain why there is no need to flow that through
the income statement on a kind of mark-to-market basis?

Chuck McLane - ALCOA Inc - EVP, CFO

It’s not GAAP. You mark it down and it goes through other comprehensive income, less the deferred taxes on your equity.

Jorge Beristain - Deutsche Bank - Analyst

Okay. But that investment was never counted as part of your cash and cash equivalents that was always counted as a long-term investment.
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Chuck McLane - ALCOA Inc - EVP, CFO

That was an investment.

Jorge Beristain - Deutsche Bank - Analyst

Thank you.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Thank you.

Operator

Your next question comes from the line of John Redstone with Desjardins Securities. Please proceed.

John Redstone - Desjardins Securities - Analyst

Good evening, gentlemen. You point out that the price —

Klaus Kleinfeld - ALCOA Inc - President, CEO

John, can you speak up a little bit?

John Redstone - Desjardins Securities - Analyst

I can stand up and shout. Can you hear me now? All good stuff. Now, look, the price curve as you point out moves up going forward, quite sharply, actually.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Correct.

John Redstone - Desjardins Securities - Analyst

So the question of course is then can you you envision a situation whereby Alcoa will take advantage of this curve?

Klaus Kleinfeld - ALCOA Inc - President, CEO

What exactly do you mean with that?

John Redstone - Desjardins Securities - Analyst

What I mean to say is the prices offered out are considerably higher than where you are right now. Do you think you might consider at some point locking in those prices?

Klaus Kleinfeld - ALCOA Inc - President, CEO
 

 

Thomson StreetEvents
   

 

www.streetevents.com
   

 
  

 

Contact Us
   

 

17
 

© 2008 Thomson Financial. Republished with permission. No part of this publication may be reproduced or transmitted in any form or by any means without the prior written consent of
Thomson Financial.



FINAL TRANSCRIPT
 

Oct. 07. 2008 / 5:00PM ET, AA - Q3 2008 ALCOA Inc Earnings Conference Call
 

 
Well, look, I think if you look — there’s three curves on there, right? I mean, the one is from September 30, 2008, the other one September 30, 2007, and you can see it’s actually 23%
higher, the one now. But then there’s another one from June 30, 2008, right?

John Redstone - Desjardins Securities - Analyst

And I still today’s curve.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Exactly. I would make — John I would make you an offer right away if you could promise me where this curve would be looking, where that curve would be sitting, I mean, let’s say
three months from now. We will - look, we will take a look at opportunities when we feel that those are real opportunities. At the same time, I mean, I think everyone of us is around long
enough to have seen that people have been killing each other by taking a bet on something that then did not happen.

John Redstone - Desjardins Securities - Analyst

Well, all right. Let me ask you another way, then. Today’s price on the LME as we speak is 2280 a ton. If we stay at this price level, say, through the fourth quarter, is it reasonable to
believe that the smelter division of Alcoa will be profitable on an after-tax operating income basis?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Well, I mean, the LME price as you know is just one factor that determines the profitability even of the primary division.

John Redstone - Desjardins Securities - Analyst

Oh, yes.

Klaus Kleinfeld - ALCOA Inc - President, CEO

So let’s leave it at that.

John Redstone - Desjardins Securities - Analyst

All right. We’ll wait until next quarter, see what happens, how’s that.

Klaus Kleinfeld - ALCOA Inc - President, CEO

There you go. Okay.

John Redstone - Desjardins Securities - Analyst

Okay, thank you.

Operator

Your next question comes from the line of Sayan Ghosh with Citadel. Please proceed.

Sayan Ghosh - Citadel - Analyst
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Thanks, my questions on Wagerup, Rio Tinto and your non essential CapEx have all been answered. Thank you.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Thank you.

Operator

Your next question comes from the line of Anthony Rizzuto with Dahlman Rose. Please proceed.

Anthony Rizzuto - Dahlman Rose - Analyst

Thank you very much. John Redstone had me laughing a bit there. The question I have is, I know it’s been asked in other ways, but Klaus are you concerned that the variable nature of
costs with the strong linkage to metal along with the sharp fall in oil may impede actions being taken by others in the industry on the primary aluminum front?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Well, look, let me bring this — I don’t know, can you see the charts, actually? We’ll bring the metal curve up.

Anthony Rizzuto - Dahlman Rose - Analyst

I have a hard copy in front of me.

Klaus Kleinfeld - ALCOA Inc - President, CEO

That’s great. It’s chart 20 — whatever. 20 exactly. So what we did there in this curve, 2008, this is not the CRU curve. This is already I mean the adjusted, as the note in the bottom said,
the adjusted cost curve and it’s adjusted by the current LME, the forex and some of the input costs. I mean, coke here mainly. And you see this already coming down. I wouldn’t call it
substantially but coming down and spreading out a little bit.

Look, it is — I think this range that we were trying to indicate here, I mean, if you have a situation and we were — I would say reasonably generous with that I mean, just to say it’s a
third because if you look at that chart you see that it really actually breaks through the 2,200 line lower than on the one-third, and the reason why we did it is because you never know — I
mean, because a lot of the Chinese measures on the right-hand side and you never know what specific energy deals are in place and whether that’s all fully reflected in that curve. I would
think, I mean, in a reasonably rational environment where cash is short, people can only cling on so long if they are on that right-hand side.

Anthony Rizzuto - Dahlman Rose - Analyst

That’s a very good point.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Thank you.

Anthony Rizzuto - Dahlman Rose - Analyst

As far as your smelters, Klaus, are you still there?
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Klaus Kleinfeld - ALCOA Inc - President, CEO

I am, yes.

Anthony Rizzuto - Dahlman Rose - Analyst

As far as the other smelters you were asked about Spain and Italy and obviously you’re going over to address that. Are there any other smelters in your system — I know you’ve done a
good job entering into longer term power agreements and with your level of self-generation, you seem to be very well situated but are there any other locations outside of the European
locations where you don’t feel as comfortable at this point?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Look, Anthony, I mean, we have a large smelting system and we are — we’ve always said that if you look at our position on the cost curve, the average position that we have is right in
the medium point, which basically means we are — we have smelters that are really spread across the curve and that’s why I said before, we will review going forward as we did now
with Rockdale, we will review the position of that respect of smelters, the whole environment and energy costs is just one aspect in there. There are some operational factors and that’s
also for instance a factor whether we have own self-generated power or whether we have power contracts that allows us to sell power in the open market and all of that will go into our
calculation and we will make the decision as we go.

Anthony Rizzuto - Dahlman Rose - Analyst

It’s comforting to hear that because we’ve been working on some numbers and I’m sure — I know you guys have and it’s very easy to see those inventories balloon to very high levels
and that could do some — I think some serious longer term damage, if left unchecked.

Klaus Kleinfeld - ALCOA Inc - President, CEO

I agree with you and I think — I mean, I think our message is credible because, I mean, you saw we acted on Rockdale and you’ve seen — Alcoa has done that before. And by the way,
don’t forget, we will actually do the same thing also and cut down on the Alumina production accordingly. So it will not be an imbalance between Alumina production and aluminum
production.

Anthony Rizzuto - Dahlman Rose - Analyst

Thanks, Klaus.

Operator

Your next question comes from the line of Oscar Cabrera with Goldman Sachs. Please proceed.

Oscar Cabrera - Goldman Sachs - Analyst

Good afternoon, gentlemen. I apologize, I joined the call later. Just if you could just clarify and I’m sure you got questions about this, your CapEx program for next year, one of the two
questions ago you said maintenance CapEx 1.4 to 1.3, the overall number that we have been working with has been about $3 billion and this is for 2009. Do you expect that CapEx to be
around those levels? Are you still reviewing it and will be coming back to the market with further updates in the next quarter?

Chuck McLane - ALCOA Inc - EVP, CFO

Yes, Oscar, we did address that. This is Chuck. We will come back to you. We are reviewing it right now based on current economic conditions. We’re dealing with only critical projects
and at the end of the fourth quarter we will give some guidance to the outside world.
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Oscar Cabrera - Goldman Sachs - Analyst

Would $3 billion be something to work with before you come back to us, Chuck?

Chuck McLane - ALCOA Inc - EVP, CFO

I can’t give you you a heads up on that, other than saying that we’re dealing with current economic conditions, saying we’re only doing critical capital projects and you may have missed
the point on the call where we talked about our two growth projects being completed next year, that net impact to us on Juruti and Sao Luis is $500 million. So take that into
consideration, along with how you’re viewing growth versus non-growth CapEx and you’re going to have to come up with your own number between there and January.

Oscar Cabrera - Goldman Sachs - Analyst

Okay. No problem. That helps. Now, the second point is I’ve seen your primary aluminum expectations for globally. You have China growing at about 15%. Could you tell us what the
underlying assumptions for GDP or IP numbers are in there?

Klaus Kleinfeld - ALCOA Inc - President, CEO

Actually, we talked about that. I mean, there was a question actually even around that. And I’d just give you that. I mean, we’re assuming that it will be in the one digits and kind of in the
mid 9%, that’s kind of the assumption that we have and that’s pretty much also what you see as the mainstream opinion and, as I said before, I mean, when you talk to people in China, I
mean, I think the bleakest outlook that I’ve seen is about 8%.

Oscar Cabrera - Goldman Sachs - Analyst

We are actually currently in China, and you’re right, that’s the consensus right now in terms of what the breaking of the economies.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Oscar, where are you? Tell me, where is your number. Where is your China growth number?

Oscar Cabrera - Goldman Sachs - Analyst

China, for Goldman Sachs number for next year is 8.7%.

Klaus Kleinfeld - ALCOA Inc - President, CEO

8.7%. Okay. That’s interesting. And when did you change that? It has come down, right?

Oscar Cabrera - Goldman Sachs - Analyst

Yes, it’s less than 10 days now.

Klaus Kleinfeld - ALCOA Inc - President, CEO

Okay. Well, that’s good. I mean, so I think we’re in sync on that. That concludes the Q&A session. Thank you very much for taking the time with us and thank you in particular for
engaging with us. Let’s hope that when we get together again for our Q4 presentation that we see better, calmer times because I think that would just be appreciated by pretty much all of
us. All I can tell you as a close, we’re working as hard as we can. We’ve
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got a real committed team and we’ll work it no matter how the conditions are outside, we’re well prepared and the rest we’ll see. Thank you very much.

Operator

Thank you for your participation in today’s conference. This does conclude your presentation. You may now disconnect, and have a great day.
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[Alcoa logo] Forward Looking Statements

Today’s discussion may include “forward-looking statements” within
the meaning of the Private Securities Litigation Reform Act of 1995. 
Such statements relate to future events and expectations and
involve known and unknown risks and uncertainties. Alcoa’s actual
results or actions may differ materially from those projected in the
forward-looking statements. For a summary of the specific risk
factors that could cause results to differ materially from those
expressed in the forward-looking statements, please refer to
Alcoa’s Form 10-K for the year ended December 31, 2007 and
Forms 10-Q for the quarters ended March 31, 2008 and June 30,
2008, and other reports filed with the Securities and Exchange
Commission.
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[Alcoa logo] 3rd Quarter 2008 Financial Overview

– Net income of $268m, or $0.33 per share – includes $29m or $0.04
per share for restructuring

– Sequentially, currency translation was a negative $52m, or $0.06
per share

– Typical sequential seasonal decline amplified by weakening
markets

– Revenues of $7.2 billion – up from $6.5 billion in 3Q 2007,
excluding divested businesses

– Increases in input costs persist

– Cash on hand at $831m with debt-to-capital at 36.3%

– Trailing 12-month ROC stands at 11.5%, excluding growth
investments
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[Alcoa logo] Margin squeeze impacting entire industry

Alumina EBITDA Change –1H 08 vs 1H 07

Smelting EBITDA Change –1H 08 vs 1H 07

Alcoa (-27%)

Competitor A (-40%)

Competitor B (-40%)

Competitor C (-23%)

Alcoa (-22%)

Competitor A (-44%)

Competitor B (-13%)

Competitor C (-21%)

Source:  Company filings
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[Alcoa logo] 3Q vs 3Q 2007 Earnings Bridge

Income from Continuing Operations excluding Restructuring, Transaction Costs, and Chalco Gain
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[Alcoa logo] Sequential Income Statement

In Millions 2Q 08 3Q 08 Change

Sales $7,620 $7,234 (5%)

Cost of Goods Sold $6,090 $5,944 (2%)

   % of Sales 79.9% 82.2% 2.3 pts

SG&A $306 $283 (8%)

   % of Sales 4.0% 3.9% (0.1 pts)

Restructuring and Other Charges $2 $43 nm

Interest Expense $87 $97 11%

Other Expense/(Income) $(97) $17 nm

Effective Tax Rate 27.3% 24.9% (2.4 pts)

Minority Interests $70 $84 20%

Net Income $546 $268 (51%)

Earnings per Diluted Share $0.66 $0.33 (50%)
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[Alcoa logo] 3Q vs 2Q 2008 Earnings Bridge
Income from Continuing Operations Excluding Restructuring
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Point Comfort production affected by
Hurricane Ike (~ 60 kmt)

Sequential adverse effect of Western Australia
gas disruption of $9 million

Higher caustic & fuel oil costs of $16 million

Favorable currency effects of $29 million

Alumina

3rd Quarter Highlights

4th Quarter Outlook

Prices to follow approximate two-month lag –
currently 12% lower than 3Q

Higher caustic costs

Current currency levels will lower costs if
sustained

Sequential benefit of approximately $15 million
as recovery continues from Western Australia
gas disruption; 4Q impact ~ ($10) million

3rd Quarter Business Conditions
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3rd Quarter Highlights
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[Alcoa logo] Flat-Rolled Products

4th Quarter Outlook

3rd Quarter Business Conditions
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[Alcoa logo] Engineered Products and Solutions

71112
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[Alcoa logo] Cash Flow Statement

In Millions 3Q 07 2Q 08 3Q 08

Net Income $555 $546 $268
DD&A 338 321 317
Change in Working Capital 345 234 (519)
Other Adjustments (440) (46) 259
Pension Contributions (206) (48) (418)

Cash From Operating Activities $592 $1,007 $(93)

Dividends to Shareholders $(150) $(140) $(140)
Change in Debt (494) 199 1,573

Dividends to Minority Interests (106) (78) (76)
Contributions from Minority Interests 152 181 130
Share Repurchases (1,295) (175) (477)
Share Issuances 391 154 1
Other Financing Activities 41 11 (7)

Cash From Financing Activities $(1,461) $152 $1,004

Capital Expenditures $(941) $(796) $(877)
Sales of Assets/Investments 2,041 149 115
Additions to Investments (67) (22) (39)
Other Investing Activities (25) (86) (56)

Cash From Investing Activities $1,008 $(755) $(857)
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[Alcoa logo] Market conditions weakened during 3rd Quarter
Growth by Industry & Geography 2008 vs. 2007
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[Alcoa logo] Slowing growth in several regions

Source: Alcoa analysis
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Higher inventories and lower LME price

Source:  LME
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Cash cost
(per mt)

About 1/3 of global production under water

Source: CRU International, Alcoa analysis
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June 30, 2008

Sept 30, 2007

Sept 30, 2008
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Decelerating
Aluminum Growth

End Market
Weakness

Cost Pressures

Global Liquidity
Crisis

Alcoa Actions

Review Upstream Footprint

Review Product Portfolio
Capture Pricing Opportunities
Balance Capacity with Demand

Complete Repowering Efforts
Capture Procurement Opportunities

Suspend Share Repurchases
Stop Non-Critical Capital Spend

M
A
R
K
E
T

C
O
N
D
I
T
I
O
N
S
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Strong demand for aluminum will continue

World Aluminum Consumption
(million metric tons)

Source:  Brook Hunt, Alcoa analysis
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2008F 2009F 2010F

Projected Cash Conversion Cost of Production
(per mt)

Fjardaal – successful start-up that will drive profit growth

+30 kmt

(17%)

Source:  Alcoa analysis

+ $ 170m
incremental

EBITDA in 2010

Projected Smelting Production

(kmt)

320 346 350

2008F 2009F 2010F
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Sao Luis Alumina Refinery Expansion

• Expansion from 0.8 million mt to 1.9 million mt

• Investment of $1.6 billion

• Projected to move from 33   percentile to 14
percentile on cash cost curve

Brazil mining & refining projects to contribute to results

Juruti Bauxite Mine Development

• Initial production of 2.6 million mt per annum –
estimated 200 year reserve

• Investment of $2.0 billion with significant
infrastructure investment enabling future
expansions

+ $ 80m
incremental

EBITDA in 2010

Note: Alcoa share = 60% of above

rd th
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[Alcoa logo] Can sheet market provides profitable growth opportunities

Source: Alcoa analysis

• Strong global demand growth

• Alcoa well-positioned with
global customers

• Recycling infrastructure
improves cost position and
environmental footprint

• Expiration of can sheet
contract provides earnings
opportunity

Can Sheet Opportunity

+ $ 320m
incremental

EBITDA in 2010

+41% p.a.

Alcoa Can Sheet Production in Russia & China
(kmt)

80
107

160

2008F 2009F 2010F
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[Alcoa logo] We are committed to our strategic priorities

Disciplined Execution across all activities

Alcoa’s Three Strategic Priorities

Profitable Growth
in every business

Business Programs that define:

– 3-year aspirations
– Priority levers
– Accountability

Alcoa Advantage
creating value for

all businesses

– Talent
– Technology
– Customer Intimacy
– Purchasing
– Operating System
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Greg Aschman
Director, Investor Relations

Alcoa
390 Park Avenue
New York, N.Y. 10022-4608
Telephone:  (212) 836-2674
Facsimile:  (212) 836-2813
www.alcoa.com

For Additional Information, Contact:
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In the first quarter of 2008, management approved a realignment of Alcoa's reportable segments to better reflect the core businesses in which Alcoa operates and
how it is managed.  This realignment consisted of eliminating the Extruded and End Products segment, and realigning its component businesses as follows: the
building and construction systems business is reported in the Engineered Products and Solutions segment; the hard alloy extrusions business and the Russian 
extrusions business are reported in the Flat-Rolled Products segment; and the remaining segment components, consisting primarily of the equity
investment/income of Alcoa's interest in the Sapa AB joint venture, and the Latin American extrusions business, are reported in Corporate.  Additionally, the
Russian forgings business was moved from the Engineered Products and Solutions segment to the Flat-Rolled Products segment, where all Russian operations
are now reported.  Prior period amounts were reclassified to reflect the new segment structure.  Also, the Engineered Solutions segment was renamed the 
Engineered Products and Solutions segment.

Reconciliation of ATOI to
Consolidated Net Income

$     268$     546$     303$  2,564$     632$     555$     715$     662Consolidated net income

(116)(32)(98)741303446(22)14Other

(1)––(7)8(3)(1)(11)Discontinued operations

(29)(2)(30)(307)1(311)21(18)Restructuring and other charges

(77)(91)(82)(388)(100)(101)(101)(86)Corporate expense

(84)(70)(67)(365)(64)(76)(110)(115)Minority interests

(63)(57)(64)(261)(53)(98)(56)(54)Interest expense

10129401010911Interest income

(5)(44)(31)(24)910(16)(27)Impact of LIFO

Unallocated amounts (net of tax):

$     633$     830$     666$  3,135$     518$     678$     991$     948Total segment ATOI

3Q082Q081Q0820074Q073Q072Q071Q07(in millions)

$     268$     546$     303$  2,564$     632$     555$     715$     662Consolidated net income

(116)(32)(98)741303446(22)14Other

(1)––(7)8(3)(1)(11)Discontinued operations

(29)(2)(30)(307)1(311)21(18)Restructuring and other charges

(77)(91)(82)(388)(100)(101)(101)(86)Corporate expense

(84)(70)(67)(365)(64)(76)(110)(115)Minority interests

(63)(57)(64)(261)(53)(98)(56)(54)Interest expense

10129401010911Interest income

(5)(44)(31)(24)910(16)(27)Impact of LIFO

Unallocated amounts (net of tax):

$     633$     830$     666$  3,135$     518$     678$     991$     948Total segment ATOI

3Q082Q081Q0820074Q073Q072Q071Q07(in millions)
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Days of Working Capital = Working Capital divided by (Adjusted Sales/number of days in the quarter)

(a) Adjusted Sales is a non-GAAP financial measure and is being used to calculate Days of Working Capital to be consistent with the fact that the
working capital components of the above-mentioned divested businesses were classified as held for sale, and, therefore, are not included in the
Working Capital amounts above.

Days of Working Capital

$   7,234$   7,601$   6,502Adjusted Sales (a)

47.745.051.5Days of Working Capital

–19885
Packaging and Consumer, Soft Alloy Extrusions, and
Auto Castings

$   7,234$   7,620$   7,387Sales

$   3,753$   3,755$   3,638Working Capital

2,7913,1212,649Less: Accounts payable, trade

3,8443,8133,311Add: Inventories

$   2,700$   3,063$   2,976Receivables from customers, less allowances

September 30,
2008

June 30,
2008

September 30,
2007(in millions)

Quarter ended

$   7,234$   7,601$   6,502Adjusted Sales (a)

47.745.051.5Days of Working Capital

–19885
Packaging and Consumer, Soft Alloy Extrusions, and
Auto Castings

$   7,234$   7,620$   7,387Sales

$   3,753$   3,755$   3,638Working Capital

2,7913,1212,649Less: Accounts payable, trade

3,8443,8133,311Add: Inventories

$   2,700$   3,063$   2,976Receivables from customers, less allowances

September 30,
2008

June 30,
2008

September 30,
2007(in millions)

Quarter ended
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(in millions)

September 30, 2008
Quarter ended

Third-party Sales

September 30,
2007

Debt-to-Capital

Debt-to-Capital
Cash and cash

equivalents
Net Debt-to-

Capital

Sales $    7,387 Total Debt
Short-term borrowings $       498 $       – $       498

Divested businesses (a) 885 Commercial paper 1,207 831 376
Long-term debt due

within one year 54 – 54
Sales, excluding divested

businesses $    6,502
Long-term debt, less

amount due within one
year 8,370 – 8,370

Numerator $  10,129 $       831 $    9,298

Total Capital
Total debt (Numerator) $  10,129 $       831 $    9,298

(a) Divested businesses include the businesses
within the Packaging and Consumer segment,
certain U.S. locations of the Soft Alloy
Extrusions business that were not contributed
to the Sapa AB joint venture, and the
Automotive Castings business. Minority interests 2,740 – 2,740

Total shareholders’
equity 15,065 – 15,065

Denominator $  27,934 $       831 $  27,103

Quarter ended

Cash From Operations

September 30,
2008

Ratio 36.3% 34.3%
Cash used for operations $      (93)

Pension contributions 418

Cash from operations,
excluding pension
contributions $     325
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(in millions) Quarter ended
3Q07 2Q08 3Q08

Net income $   555 $   546 $   268

Loss from
discontinued
operations (3) – (1)

Income from
continuing
operations 558 546 269

Discrete tax items 464 (9) –

Gain on sale of
Chalco investment (1,140) – –

Transaction costs* 55 – –

Restructuring and
other charges** 403 2 29

Income from
continuing
operations – as
adjusted $   340 $   539 $   298

* Transaction costs include investment banking, legal, audit related, and other third party expenses, and interest expense related to the offer for
   Alcan.  All costs except for interest expense are included in Selling, general administrative, and other expenses on the Statement of
   Consolidated Income.
** In the third quarter of 2007, Restructuring and other charges include a $93 after tax goodwill impairment charge related to the Electrical and
    Electronic Solutions business.
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(2) Year 2010 projections of EBITDA are forward-looking non-GAAP financial measures. As such the most directly comparable GAAP measures
for 2010 (actual net income) are not yet available. However, management believes that the 2010 projections are meaningful to investors
because of the magnitude of the potential earnings contribution. Year 2010 projections are based upon September 2008 year-to-date pricing
and input costs and represent an incremental add to EBITDA with a base year of 2008. Iceland EBITDA is for the Fjarðaál smelter, Brazil
EBITDA is for the Juruti bauxite mine development and São Luís alumina refinery expansion, and Can Sheet EBITDA is for Alcoa’s global can
sheet businesses and assumes the elimination of LME-related pricing caps by the end of 2009 and volume increases of at least 30 percent in
Russia and China. Forward-looking statements are subject to risks, contingencies, and uncertainties and are not guarantees of future
performance. Actual results, performance or outcomes may differ materially from those expressed in or implied by these forward looking
statements. See Slide 2 (Forward Looking Statements) for additional information.

EBITDA Reconciliations

(in millions)

Six months
ended

June 30,
2007

Six months
ended

June 30,
2008

Six months
ended

June 30,
2007

Six months
ended

June 30,
2008

Alumina Primary Metals

After-tax operating income (ATOI) (1) $     536 $     359 $     966 $     735
Add:

Income taxes 202 124 410 247
Depreciation, depletion, and amortization 118 141 197 252

Earnings before interest, taxes, depreciation, and
amortization (EBITDA) $     856 $     624 $  1,573 $  1,234

(1) See Slide 33 for a reconciliation of segment ATOI to consolidated net income.

Year 2010 Projections (2)

Iceland Brazil Can Sheet

Net income $     130 $    30 $     250
Add:

Minority interests – 15 –
Income taxes 30 5 60
Depreciation, depletion, and amortization 10 30 10

EBITDA $     170 $       80 $     320
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Return on Capital (ROC) is presented based on Bloomberg Methodology which calculates ROC based on trailing
four quarters.

Reconciliation of Return on Capital

3Q'08 2Q'08 1Q'08 4Q'07 3Q'07 2Q'07 1Q'07
Bloomberg Bloomberg Bloomberg Bloomberg Bloomberg Bloomberg Bloomberg

(In Millions) Method Method Method Method Method Method Method

Net income $1,749 $2,036 $2,205 $2,564 $2,291 $2,273 $2,302
Minority interests $285 $277 $317 $365 $399 $432 $446
Interest expense (after-tax) $312 $267 $266 $262 $246 $270 $281

Numerator (sum total) $2,346 $2,580 $2,788 $3,191 $2,936 $2,975 $3,029

Average Balances

Short-term borrowings $537 $568 $524 $516 $497 $451 $441
Short-term debt $126 $352 $358 $356 $525 $359 $360
Commercial paper $782 $819 $864 $1,164 $1,275 $1,169 $972
Long-term debt $7,351 $6,523 $6,374 $5,574 $5,390 $5,709 $5,767
Preferred stock $55 $55 $55 $55 $55 $55 $55
Minority interests $2,532 $2,519 $2,320 $2,130 $1,927 $1,809 $1,669
Common equity $15,435 $16,695 $15,563 $15,269 $15,255 $15,571 $14,621

Denominator (sum total) $26,818 $27,531 $26,058 $25,064 $24,924 $25,123 $23,885

Return on Capital 8.7% 9.4% 10.7% 12.7% 11.8% 11.8% 12.7%
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Return on capital, excluding growth investments is a non-GAAP financial measure.  Management believes that this measure
is meaningful to investors because it provides greater insight with respect to the underlying operating performance of the
company’s productive assets.  The company has significant growth investments underway in its upstream and downstream
businesses, as previously noted, with expected completion dates over the next several years.  As these investments
generally require a period of time before they are productive, management believes that a return on capital measure
excluding these growth investments is more representative of current operating performance.

Reconciliation of Adjusted Return on Capital
3Q'08 2Q'08 1Q'08 4Q'07 3Q'07 2Q'07 1Q'07

Bloomberg Bloomberg Bloomberg Bloomberg Bloomberg Bloomberg Bloomberg
(In Millions) Method Method Method Method Method Method Method

Numerator (sum total) $2,346 $2,580 $2,788 $3,191 $2,936 $2,975 $3,029
Russia, Bohai, and Kunshan
net losses ($132) ($118) ($96) ($91) ($57) ($51) ($79)
Adjusted numerator $2,478 $2,698 $2,884 $3,282 $2,993 $3,026 $3,108

Average Balances
Denominator (sum total) $26,818 $27,531 $26,058 $25,064 $24,924 $25,123 $23,885
Capital projects in progress and
Russia, Bohai, and Kunshan
capital base $5,244 $5,289 $4,730 $4,620 $4,430 $4,521 $3,945
Adjusted denominator $21,574 $22,242 $21,328 $20,444 $20,494 $20,602 $19,940

Return on capital, excluding
growth investments 11.5% 12.1% 13.5% 16.1% 14.6% 14.7% 15.6%


